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Business on the Up-Swing 


A glance at the financial page of your daily newspaper will bring to 
your eyes, such captions as “Commodity Prices Up”, “Canadian Bonds 
Higher”, “Steel Mills at Capacity’, ‘Canadian Coke for U.S.”’, and otkers 
of a similar nature. It is all due to the war of course, and one would have 
preferred that the recent definite up-swing in Canadian business would be 
due to natural conditions rather than to a war, but we must accept things 
as they are and not as we would like them. 

Undoubtedly Canadian business is in for a very definite increase which 
will last at least as long as the war lasts. 

Many people consider that because of increasing prices, orders far too 
large for present requirements are being placed at the moment and that 
shortly there will be a very definite lull. This may be true in some isolated 
cases, but we doubt it, for the reason that prices are likely to increase still 
further. 

Moreover with increasing purchasing power the up-swing is likely 
to continue in most commodities, and so long as that condition lasts, 
business should be good, and on a rising market purchasers will, of ne 
cessity, continue to place orders. 

There is a feeling in some quarters that there is a possibility of an 
early peace, and perhaps this feeling may retard the advance recently 
begun, but one fails to see any real evidence of an early peace. 

The Allies seem determined to prosecute the war until Hitlerism is 
a thing of the past and, on the other hand, Hitlerism shows no immediate 
signs of folding up. 

It would seem then, that while the present war may not last the three 
years we hear so much about, it will probably last at least half that time, 
and during that period Canadian business will benefit immeasurably. 


Then What? 

One of the chief things discussed wherever business men gather these 
days is, what will happen when the war ends? 

Herein lies a problem, but we are of the opinion that Canadian business 
will be in much better shape to combat conditions when the war does end, 
than it was at the end of the last war. 

One sees that members of the C.A.S.F. are being enlisted not only for 
the duration of the war, but also for the demobilization period after, and 
that probably means that enlisted men will be kept on the payrolls until 
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industry can absorb them. That is a good thing. Undoubtedly there will 
be a slump when the war does end, but there are so many things remaining 
to be done in this country even after the war, that there is no reason why 
we should suffer anything in the nature of a depression. In addition, Can- 
adian business, as a result of its expansion during the war period, should 
benefit in many ways following the war, but we should learn from the 
experiences we suffered at the close of the last war and benefit accord- 
ingly. 





Across the Secretary's Desk 


So far this season I have had the opportunity of visiting various chap- 
ters at their opening meetings. Windsor, Toronto, Hamilton, Niagara and 
Kitchener have all been visited, and I have been struck not only by the 
enthusiasm displayed, but by the very friendly nature of the gatherings. 

Many people consider that Accounting is a dry subject at best, but 
attendance at the meetings so far held would have dispelled such thoughts, 
for the nature of these meetings has been such that not only does one learn 
much, but does so in a very pleasant atmosphere. 

That is a very encouraging thing because most of us, as we grow older, 
seem to object to attending anything approaching “classes”, and yet in both 
Niagara and Kitchener, and probably also in other chapters, steps are being 
taken to organize student sections or study groups in addition to the regular 
meetings. 

These are not designed for students alone, unless we take the view that 
we are all students, and they will be open to all members and prospective 
members. 

During all the years that I have been a member of the Society, and 
that goes back longer than I care to remember, I have never seen such 
enthusiasm, friendliness and belief in the future of the Society among the 
various members. Moreover it seems to be a spontaneous feeling. 

On September 28, our Dominion President and myself journeyed to 
Windsor, where Alex. Howey addressed members of the Windsor Chapter 
on the subject, “Budgetary Control’. Alex. excelled himself and gave a 
really fine talk on a subject about which too much can hardly be learned, 
and at the close he was not only the recipient of a most hearty standing 
vote of thanks, but the members and guests kept him in a corner for quite 
a period, and it was after 10 p.m. before we were able to leave on a 200 
mile journey home. 

There were over forty present at this meeting, and the enthusiasm and 
friendliness of the members caused our President to remark that “here is 
a chapter that is going places’. 

It was one of the most friendly meetings on record, and yet it was 
typical of our various chapter meetings because generally they are friendly 
as well as informative, and that is as it should be. 
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Several of our members have already joined the fast increasing Can- 
adian Expeditionary Force, and being a member of the last C.E.F., this 
writer is not disposed toward sloppy sentimentality in this connection. 
However, to Don. Patton, George McKenzie and F. F. Dullege of the 
Montreal Chapter, who have already joined, this column extends its best 
wishes for a safe return. 

Program building for the various chapters proceeds apace, even if it 
is naturally somewhat slower than in former years. 

Toronto, Windsor, Hamilton, Niagara and Kitchener, as well as Win- 
nipeg Chapters, have already commenced their season’s activities, and the 
signs are not wanting that this is going to be a big year in our history. 

Elsewhere we list new members for this month and, as will be seen, the 
list is quite large, and some chapters have not been heard from. 

An intensive campaign is being conducted in Montreal, and it is hoped 
that in the next issue we shall be able to announce a much larger number 
of new members. 

The progress we are making in this regard is very gratifying and un- 
doubtedly our Society is better known and more favourably received than 
at any time. in its history. 

It is, however, up to each member to do his utmost not only to safe- 
guard the prestige already gained, but to increase it and, knowing the 
members as he does, this writer is confident that we shall go on to greater 
triumphs as the years roll by. R. D. 





Literature Received 


The following literature has been received and is now available to 
members as part of the Society's Library: 
Treatment of Ore Reserves in Accounts. 
The Federal Accountant. July. 
A well written and comprehensive article of interest chiefly to 
those engaged or interested in Mine Accounting. 
A Method of Accounting for Cafe Proprietors. 
The C.A. in Australia. August. 
A very complete and interesting article of real interest to those 
engaged in this type of business. 
Depreciation for Electric, Water & Gas Utilities. 
Journal of Accountancy. October. 
An exceptionally fine article for those engaged in this line ot 
endeavour. 
Outline of Factory Cost Procedure in Plate Glass Manufacture. 
N.A.C.A. Bulletin. October 1. 
This is a really fine article outlining the cost procedure in a plant 
manufacturing plate glass, but it also serves as an excellent illustration 
on process costing. Several forms used in the collection of cost data 


are shown and the article is most interesting. 
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Costs and the Intelligent Use of Figures 
By 
R. DAWSON. 


Prepared for the Biennial Convention, All-Canada Stationers’ Guild. 

The title of this talk, “Costs and the Intelligent Use of Figures’, is one 
which can be divided into two parts. 

First of all what do we mean by Costs? 

For the purpose of this talk, Jet us say that costs are the costs of 
Material, Labour and Overhead that enter into the fabrication of various 
raw materials into the finished product. 

These are the component parts of costs, and it will be well at this 
time to analyze them. 

Material costs are the costs of material which enters directly into the 
manufacture of the product. Often there is such a thing as indirect ma- 
terial, i.e., material which cannot definitely be measured or which is not 
actually a part of the finished product, and. of this more anon. 

Labour costs are the costs of actually fabricating the material. Wages 
paid to the workers for this service. Here again is such a thing as Indirect 
Labour, and I shall speak of this type of Labour Cost later. 

Overhead or Burden is the other part of costs about which I previously 
spoke, and it safe to say that Overhead is a more complicated part of costs 
than either Material or Labour. 

Overhead consists of such things as Taxes, Depreciation on Buildings, 
Machinery and Equipment, Light, Heat and Power, Repairs to Buildings, 
Indirect Labour and Material, etc., and Administration and Selling Expenses. 
direct Labour, Selling and Administration Expenses. 

Overhead is invariably divided into Controllable and Non-Controllable 
overhead, because obviously many things are not controllable, and it is to 
the controllable overhead that most attention is given. 

It is, of course, necessary to place the cost of all material, whenever 
possible, in Direct Material charges, but when not possible, these charges 
go to overhead. The same applies to labour costs, and here there is often 
a leakage which can be controlled much easier if most labour charges are 
charged to direct labour instead of indirect labour. However, with such 
labour costs as Supervision, Receiving, Shipping and Stores labour costs, 
it is not often possible, and so these costs become indirect labour costs and 
are thus charged to overhead. 

So far we have barely mentioned Administration and Selling costs, and 
yet these are an integral part of costs. 

Unfortunately, however, there has been a decided tendency to place 
these charges outside the jurisdiction of the Cost Accountant and, for that 
reason, are not controllable as they ought to be. 

Whether for reasons of secrecy or any other reason, these charges are 
applied to production costs on a basis of percentage or by any other method, 
there is certainly not the real element of control that is necessary to keep 
costs down to a minimum. 

During the past few years production costs have been reduced tre- 
mendously, but not so administration and selling costs, especially the latter. 
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I have never been able to understand why it is that Cost Accountants 
in many cases are not allowed to have access to Administration and Selling 
expenses, but such is the case. 

And yet, I venture to state that in these two phases of costs there is 
a real chance for cost reduction. 

Few companies have an intelligent control over such expenditures, and 
as a result in such cases there is liable to be considerable waste. 

I do not desire to labour this point, but to me it is highly important, 
and it would seem that if a Cost Accountant is worth hiring, he is worth 
trusting to a greater extent than heretofore. 

The advent of Budgetary Control has improved the situation immeas- 
ureably, but there is still a great deal of room for improvement in this 
respect. 

Well, now, we come to the matter of Cost Reports. 

It has often been said, and I must admit, with a deal of truth, that 
Cost Reports are much too elaborate, and while this is not so true as in the 
past, there is still a tendency to cover up the real issue by painting a very 
elaborate picture. 

Not all General Managers have an accounting mind, and it is there- 
fore better to present reports which can be easily understood but which at 
the same time present all the essential information. 

Speed, in presenting reports is a prime essential also. 

Not long ago I heard a prominent United States consultant state that 
he was willing to sacrifice 10% accuracy for speed. I am not at all sure 
that he meant exactly what he said, and in any event I am not disposed to 
agree with him. 

I do, however, agree that speed is essential because of the fact that 
if the picture is not as it should be, there is still time to remedy matters. 

The advent of Standard Costs has made for speed in presenting reports, 
and has also made for accurate comparisons between actual and standard 
costs without too much elaboration. 

Reasons for fluctuations in costs which are considered too high should 
be given and can be given also without painting any fancy picture. 

As to the intelligent use of such figures, it would seem that I would 
be inviting harsh criticism if I claimed that any intelligence was necessary 
in dealing with reports such as I have outlined. 

As a matter of fact, intelligence should have been used not only in 
compiling the reports, but in dealing with any phase of the reports which 
showed that immediate action was necessary. 

It would seem, however, that where intelligence is necessary is in de- 
ciding from the figures presented, whether or not there is any possibility 
of further reduction in costs and, if so, where. 

General Managers are intelligent people, or should be, and it should 
be a comparatively simple matter for such men, when faced with intelligent 
reports, to deal with them intelligently. 

I would repeat, however, that in examining Cost Reports such things 
as the ratio of indirect to direct labour is one thing to look for, the ratio 
of overhead to prime cost, and also the ratio of administration and selling 
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expenses to prime cost. Such things as maintenance charges should also be 
carefully examined. The matter of direct material and direct labour can be 
safely left to the various departmental foremen and to the Time Study 
department. 

Where there is least control there is likely to be the most serious 
leakages, and that is why I specifically mention Maintenance Charges, In- 
direct Labour, Selling and Administration expenses. 

If these items are broken down by the Cost Department, it will be 
easy for the General Manager to place his finger quickly on any item which 
may seem out of line. 

He can then investigate further, if necessary, and take the necessary 
action to remedy anything that may be wrong. 

Under a well organized and properly controlled budget system, it is 
comparatively easy to quickly spot any items which are out of line, and 
also to give a reason, and of course prompt action in many cases can be 
taken by the Cost Department before the reports reach the General Man- 
ager, but on questions affecting policy, which must of course be left to the 
G.M. to decide, his task is made simpler by having facts presented in a 
workmanlike manner without too many frills. 

In far too many cases where costs show an increase, the immediate 
tendency is to endeavour to reduce prime costs, i.e., material and direct 
labour costs, but my experience has been that such costs are far less likely 
to be out of line than some of the overhead or burden charges I have 
previously mentioned. 

If a Standard Cost system is employed, variances from standard on 
either material or labour will be shown, but the intelligent G.M. will pay 
particular attention to the burden items. 

As I have previously stated, production costs have been cut to the 
bone in many instances until there is here a very limited field for further 
reduction except through new methods of manufacture. 

In my opinion, however, there is still a field for cost reduction in the 
controllable items of overhead, and none more so than in Administration 
and Selling Costs. 

Summing up, therefore, I would say that: 

A Cost system involving all overhead items should be employed and 
the Cost Accountant given ample scope to determine true costs and also to 
attempt to reduce such costs wherever and whenever possible. 

Cost reports should be presented with all possible speed and in such 
form that a non-accounting mind can easily understand them. 

A system of Budgetary Control should also be employed in order to 
achieve a real measure of control, and all items should be broken down suf- 
ficiently to enable the G.M. to easily determine where costs are out of line 
and how they may be remedied. 

Executives, in scanning cost reports, should pay particular attention to 
the various items of overhead, including Maintenance charges, Indirect 
Labour, Administration and Selling charges, and not feel that when a re- 
duction in cost has to be made it should necessarily be from the production 
point of view. 
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One last thought before I close. 

I feel that in all too many cases the Cost Accountant is regarded as a 
necessary evil when he should be regarded as one of the most important 
cogs in the wheels of industry. 

He should be given ample scope to do the work he is trained to do 
and preferably should be placed directly under the supervision of the 
General Manager. 

I realize that this talk has been somewhat sketchy and many things 
have been left unsaid, but I shall be glad to endeavour to answer any 


questions which you may see fit to ask. 





Psychological Foundations of 
Management 


By 
DR. HENRY C. LINK 


Secretary, Psychological Corporation; Director, Psychological Service Center; 
originator of the Psychological Barometers, the first periodic polls of 
public opinion and buying habits, conducted bi-monthly with the 
aid of over fifty psychologists throughout the country and sup- 
ported by a group of companies; author of Employment 
Psychology, the Return to Religion, The Rediscovery 
Man (October, 1928). 

An Address Before the Seventh International Management Congress, 
Washington, D.C. 

What are the psychological foundations of management? They are 
found, we will probably agree, in the satisfaction of the workers who com- 
prise an organization, and the satisfaction of the public served by that 
organization. 

By workers we mean skilled and unskilled labour, office workers, sales- 
men, supervisors, and the management itself—in short, all those whose co- 
operation is necessary to a successful operation. 

By the public we mean actual and potential customers, actual and po- 
tential stockholders, and anyone whose goodwill might help or whose ill- 
will might harm a company. 

The staff of an army can enforce co-operation on the grounds of pat- 
riotism. The management of a business can only develop co-operation on 
the basis of the satisfaction it gives to the workers and the public. 

Whatever the field of management, whether in private business or in 
public institutions, the satisfactions of people are the final criterion of 
successful management. 

What, then, are the things that satisfy people? Can the important 
satisfactions be described in terms of wages? Profits? Recognition and 
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honour? Ownership? Security or opportunity? Profit-sharing? Union 
membership? Shorter hours? Less strenuous work? 

Are all people basically alike in any respects and if so, how? 

Has modern education changed people and if so, how? 

Has modern civilization changed people and if so, how? 

In short, what is human nature? What is personality and character? 
What are the forces which motivate individuals in one direction or another? 
What are the dynamics of human energies? 

The answer to all these questions is: we do not know. We know far 
more about the dynamics of a machine relatively, than we know about the 
dynamics of the human being. 

The great superstition of our mechanical civilization has been and still 
is the belief that human nature is beyond scientific analvsis. Medicine, 
biology, and chemistry may analyze the body as a machine, but we have not 
yet conceded the powers of scientific psychology to study man as a human 
being. 

A few weeks ago the steel companies announced their annual appropria- 
tions of about ten million dollars for research into the development and 
behaviour of steel. This is more in one year than has been spent in the 
entire history of psychology, since it became a quantitive science, for re- 
search into the development and behaviour of personality. 

More money is spent annually on re-designing and re-tooling the new 
automobile models than has been spent in half a century of scientific 
psychological research. 

Recently an astronomer announced his discovery that the sun, among 
the stars, is a weakling and gives off only seven-tenths of the warmth it 
should. Fortunes have been given for telescopes by which to gaze into the 
stars, but only trifles for methods to study the personalities of men to dis- 
cover the secrets of their warmth. 

What are the results? One of the most peculiar is this: While de- 
nying the possibilities of a science of man, almost every manager regards 
himself an authority of human nature. People who consider themselves ig- 
norant of the dynamics of machines nevertheless consider themselves with 
no more scientific study, authorities on the dynamics of the emotions of 
man. 

Again, managers who are keen to use scientific methods in thinking 
about materials abandon all semblance of science when thinking about 
people. How often we hear executives stating broad conclusions about 
human psychology as a result of a few conversations with taxi drivers, or 
with men in the smokers, or with the bootblack, or the waiters. ‘My wife 
and her friends tell me’ is one of the most common grounds for conclusions 
of great moment. 

In recent years, to be sure, extensive polls of public opinion have been 
developed. These represent a tremendous step in the scientific study of 
human satisfactions and irritations. However, these techniques are still 
young and at best give only superficial clues to people’s true nature. What 
people will vote for to-day is little proof of how they will vote a year or 
two later. The majority may to-day favour security at the expense of 
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opportunity. A few years later, a majority may favour opportunity rather 
than security. 

If the underlying trends of human nature are to be more clearly under- 
stood, it will be through intensive studies rather than superficial studies. 

Among the many problems of management the answers to which await 
a better knowledge of human nature we might mention the following: 

1. The salaries of important executives. Does the general resentment 
aroused by high salaries represent a true measure of the value placed by 
the public on the services of management? In what terms and upon what 
terms do most people evaluate high leadership? 

2. Management has consistently resisted unionism. Is unionism an 
inevitable and lasting expression of human nature which should not be re- 
sisted, or is it a social phenomenon of specific but temporary significance? 

3. The management of industry, especially of large corporations, has 
been largely responsible for the development of the concept of social se- 
curity, now so popular. Through group insurance, through pension plans, 
sick benefits, profit sharing plans, etc., management has for years been trying 
to guard against the vicissitudes of employment and the needs of old age. 
Was management correct in its concepts of social security? Is security a 
tonic to personality or a poison which destroys personality ? 

4. Industry and the managers of industry are largely responsible for 
the financing and often the development of education, especially the higher 
forms of education. Does this education reflect a sound concept of human 
nature? My own studies and those of many other psychologists lead me 
to conclude that it does not. Education, as I see it, has become the most 
elaborate plan ever conceived for obscuring and even destroying the ele 
mentary facts of life. 

5. Management has come to the conclusion that workers and the 
public should be educated in the elementary facts of economics. If our 
elaborate plan for free education has not already done this, what hope is 
there in the efforts of management unless conceived on a sounder concept 
of human nature than that of the schools? 

6. The current panacea of a Public Relations program reflects the 
need for more research into the psychology of human beings. Public re- 
lations activities can do more than reflect private relations. The mere ap- 
pointment of a public relations counsel or director is no solution for the 
problems of public relations. It is, however, a step in the direction of 
acknowledging the need for specialized research into the dynamics of human 
relationships and the development of a more competent class of trained 
psychologists. 

The suggestion has been made that all the sciences pool their findings in 
an effort to explain human nature. This effort seems hopeless because the 
natural sciences, having taken man apart as a machine, cannot put him to- 
gether as a human being. A biologist like Carrell can write a book on Man 
the Unknown, largely because the natural sciences have dismembered man 
almost beyond recognition. 

Management must rest on the foundation of men and women in their 
wholeness, and upon the permanent rather than the superficial characteris- 
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tics. Scientific psychology has been and continues to be the study of man as 
a personality. Upon its progress will depend increasingly the progress of 
management. 





Chapter Notes 


Windsor Chapter. 

The Windsor Chapter opened its season on Thursday, September 28th, 
when our Dominion President was present and gave us a very fine talk on 
“Budgetary Control”. It was the first time the members had the pleasure 
of meeting Mr. Howey, and he received not only a warm welcome, but a 
very hearty vote of thanks for his fine contribution to our program. 

The attendance was good, there being thirty-one for dinner and over 
forty for the meeting, and the discussion period was one of the best we 
have yet experienced. 

Mr. Dawson, the Secretary-Manager of the Society, was also present 
and gave an outline of the proposed new legislation passed by the Society. 

If the attendance and enthusiasm displayed at this meeting is any cri- 
terion we are undoubtedly in for a grand season. 

The next meeting of the chapter will be on Thursday, October 26th, 
when Mr. G. R. G. Baker of the Land Mortgage Companies Association, of 
Toronto, will address the members on “Municipal Taxation Problems as 
Submitted to the Rowell Commission”. We are very fortunate indeed to 
secure a speaker of the calibre of Mr. Baker, and we expect a large turnout 
at this meeting. 


Niagara Peninsula Chapter. 


The opening meeting was held at the Leonard Hotel, St. Catharines, on 
Wednesday, October 11th, and the speaker was Mr. Ray Lowe, Comptroller 
of the F. N. Burt Co., Inc., of Buffalo. Mr. Lowe, who is the immediate 
past president of the Buffalo Chapter, N.A.C.A., spoke on “Budgetary Con- 
trol With Particular Application to the Box Business’. Due to various 
circumstances the attendance was not at all what might have been ex- 
pected, but twenty-one sat down to dinner, and thirty were present at the 
meeting, and they thoroughly enjoyed the very excellent talk by Mr. Lowe, 
and the discussion period was a real one. On November 2nd, Mr. J. C. 
Ross, C.A., of Toronto, will address the chapter on the subject of ‘Inventory 
Control”. 


Hamilton Chapter. 

The first meeting of the Hamilton Chapter for the 1939-40 season was 
held on Tuesday, October 3rd, when Mr. R. F. Chisholm of the Gordon 
MacKay Company and Mr. V. C. Scully, C.A., of the J. D. Woods Company, 
spoke on ‘Profit Measurement Reveals Facts”. The meeting and the very 
fine discussion period which followed were much enjoyed and both speakers 
were accorded a very hearty vote of thanks at the close. Over fifty were 
present for this meeting, and altogether a grand start was made in what is 
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hoped to be the best season the cha, ter has yet experienced. On Tuesday, 
October 24th, the members will journey to Toronto for a joint meeting with 
the Toronto Chapter, and for the first November meeting, on November 7th, 
the members will have the pleasure of hearing Mr. Gordon Sinclair, well 
known writer of the ‘Toronto Star”, who will speak on some of his many 


experiences in foreign countries. 


Toronto Chapter. 

The chapter made a good start at the opening meeting for the 1939 
and 1940 season on Tuesday, September 26th. 

The chairman, Mr. C. D. Landell, spoke briefly, thanking those who 
were responsible for the arrangement of the evening, and also the past chair- 
man, Mr. B. Taylor, for the keen interest he had taken in the society during 
his term of office, and the success that had attended his efforts, and hoped 
this year would be equally as good. 

The speaker of the evening was W. J. Dunlop, B.A., B.Paed., of the 
University of Toronto. His subject was “The Importance of Education”. 

Those present were well rewarded for attending, as the speaker’s re- 
marks were listened to with considerable interest. He pointed out how 
necessary education was to-day in all lines of life, as everything was being 
mechanized; those specially trained would have a great advantage as the 
facilities now available in our universities give those who wish to improve 
themselves every opportunity of doing so. 

We had with us Mr. R. Dawson, our secretary-manager. He mentioned 
that we could look forward to a further increase in members for our chapter 
and that he anticipated a good season for the society. 

The next meeting of the chapter will be October 24th. On that night 
we are combining “Old Members’ Night’ with Hamilton Chapter’s annual 
visit to Toronto. The speaker will be Mr. H. B. Berwick, Supervisor of the 
Field Service, Manufacturers’ Life Insurance Company, and his subject will 
be a rather ambiguous one, ‘In the Wake of a Grecian Galley’. We expect 


a good turnout to welcome our Hamilton friends. 


Montreal Chapter. 

Oyez! Fellow Members, Oyez! Hear ye! Hear Ye! The King, we 
mean the Chairman of Montreal Chapter, H. W. Blunt (the initials not 
implying the mediocrity of the title “His Worship’, but rather typifying 
the grandiose spirit of the “Hardest Worker” in our Montreal Chapter), 
he, our Chairman, Walton Blunt, wouldest a word with thou. Quoth he, 
A new season is among us; 1939-40 is on the wing. To horse! To horse! 
and Heave Ho, my Hearties!’” All of which, in business English, means 
that the budget has been brought down; the chapter committees have girded 
up their loins, and appearing on the scroll are these inspiring words: 

Dear Member” (of Montreal Chapter most naturally), “you will be 
pleased to hear that the program of Montreal Chapter for the 1939-40 
Session is nearing completion and the Board of Directors trust that it will 
meet with your approval.” 

The outstanding feature of our program will be the Opening Dinner 
(of which, with the Editor’s approval and the aid of the espionage service 
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within our ranks, more anon). Yea verily, our Opening Dinner has been 
arranged to be held tentatively on October 20th and, like most dinners, the 
sun will have passed beyond yon horizon long since before the clan gathers. 
We will have as our guests Trans Canada Air Lines and we in turn will be 
their guests as they exhibit a film in technicolour and sound depicting the 
Dominion-wide air transportation services of their organization. We expect 
to enjoy the presence of one of the Company Officials, a Flight Officer and 
a Stewardess, who will be expected to look after all air-sick passengers who 
may be taking the evening plane into an air of good food, fellowship, song 
and merriment. 

It has been said that some people just don’t seem to be able to study 
but must see things with their own eyes, so there will be four Plant Visits 
which cannot but prove interesting and instructive. These will be indus- 
trial tours of the plant of the Miner Rubber Company Ltd., Granby, Que- 
bec, and of the following companies located in Montreal: The Imperial 
Tobacco Co. of Canada Ltd., Dawes Brewery, and the Gazette Printing 
Company. For the benefit of alien eyes—members and officers of other 
chapters who may have wandered by error into this column and through 
ill-conceived ignorance staggered thus far within the confines of our perora- 
tion—we are glad to announce that for a number of years we have included 
one or more Plant Visits in our program. These functions have been in- 
variably well attended and have created much interest and enthusiasm. 
(Other chapters please note and copy). 

Educational Meetings as usual will play an important part in our pro- 
gram. We have secured a number of outstanding speakers and papers will 
be presented on Budgetary Control; Production Control Problems in In- 
dustry; Taxation; Accounting in the Chain Store Industry; and the Produc- 
tion of a Daily Newspaper. (The intelligentsia must be served). However, 
for those who like a light aperitive with the solid meat of our activities a 
number of Social Meetings have been arranged. Of these the Annual 
Smoker will probably prove the most popular. Our yearly Students’ Night 
should run neck and neck with the Annual Farce (a mock group of mock 
shareholders mockingly scrapping with the mock directors at a mock 
Annual Meeting of a mock Company—mock my words, we expect to hit 
a high mock at this mock meeting). 

And, for those who wish to improve their French, the ‘Soiree Fran- 
caise’’ should, with all due apologies to our French speaking confreres for 
our inability to appreciate the dulcet overtones of their mother tongue, 
prove “magnifique’’. 

And so, on with the Montreal Chapter program. 

Since writing the above certain changes have been made necessary with 
the first meeting on October 28th, and will be in the nature of a Plant 
Visit to the Miner Rubber Co., at Granby, Que. 


Winnipeg Chapter. 
The opening meeting for the new season of the Winnipeg Chapter was 


held on September 26th, and was marred to some extent by the atrocious 


weather with which the city was favoured on that occasion and which de- 
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tracted from the attendance. The speaker was Mr. S. W. Willis, a director 
of the chapter, who spoke on “The Punched Card Method of Accounting”, 
and whose talk was very well received by the members present. The talk 
was illustrated by films and Mr. Willis was accorded a very hearty vote 
of thanks at the close. 

It is hoped to publish the address in “Cost and Management’’ at an 
early date, and when the next meeting rolls around undoubtedly the attend- 
ance will be more in keeping with what is hoped for. The directors of 
the chapter are working hard to increase the membership and undoubtedly 
there is quite a lot of additional interest which it is hoped will very soon 


be reflected in increased membership. 


Fort William-Port Arthur Chapter. 

The first meeting of the chapter for the new season will be held on 
Monday, October 23rd. No definite arrangements have been made in regard 
to a speaker at the time of writing, but it is hoped to secure a prominent 
local man, and the membership of this chapter is expected to increase 
before the season is far advanced. The chapter would like to hear from 
members of the society who may be travelling west during the season and 
who would be willing to address the members. 


London Chapter. 

The opening meeting of the London Chapter will take place at the 
Y.M.C.A., London, on Thursday, October 18th, when Mr. A. D. Blackwood, 
Assistant Secretary-Treasurer of the Briggs Manufacturing Company, De- 
troit, will speak on “Planning for Business”. 

There is considerably more activity in connection with the chapter than 
at any time previously and the directors have their eyes on the Fernie 
Trophy, awarded annually to the chapter showing the greatest percentage 


of increased membership. 


Kitchener Chapter. 

The opening meeting of the Kitchener Chapter took place at the 
Y.M.C.A., Kitchener, on Thursday, October 12th, when Mr. Alan F. Telfer, 
Secretary-Treasurer of the International Business Machines Co., Ltd., spoke 
on “Sales Accounting’. Mr. Telfer illustrated his talk with films and the 
whole evening was very much enjoyed. At the conclusion Mr. Telfer was 
given a hearty vote of thanks for his very fine talk. The attendance was 
very good and three new members were introduced at this meeting. The 
next meeting will be on November 9th, when Mr. Russell MacCormack of 
the Cenadian Manufacturers’ Aassociation, Toronto, will speak on ‘Sales 
Tax", and it is hoped to have a record attendance at this meeting. 




















Co-ordination of Production 
and Distribution 


By 
NILS A. STERNER 
Assistant General Manager, L. M. Ericsson Telephone Company 
(Telefonaktiebolaget L. M. Ericsson) 
Stockholm, Sweden. 
An Address Before the Seventh International Management Congress, 


Washington, D.C. 


Co-ordination of production and distribution is an organization 
problem, which falls within the scope of general management. It is 
synonymous with planning in a broad sense and should be regarded as one 
of the most important problems of industrial management. 

There are two and only two primary functions in industry, they are 
production and distribution. All other functions, including financing, are 
auxiliary to these two. General management exists only to ensure more 
efficient production and distribution and to have funds available for these 
activities. Its principal purpose is co-ordination of production and dis- 
tribution. 

It has been sought to prove that there is only one primary function in 
industry—distribution—but I do not expect you to accept this theory, 
especially as it can be proved with almost as strong reasoning that produc- 
tion is the only primary function in industry. Of course there are enter- 
prises where either production or distribution predominates to such an 
extent that one of them might be regarded as the only primary one. In 
the average case, however, there are two primary functions of almost equal 
importance—production and distribution—and general management's first 
problem is to co-ordinate these functions with the aid of finance and, of 
course, other auxiliary functions. This problem is comparatively simple 
in a small enterprise serving a local market, but its rate of growth is much 
greater than that of the enterprise. 

Now, let us first consider what shall be co-ordinated and why. The 
sales department's first aim is to sell, and the best result of a given effort 
will be derived if the goods to be sold are adapted to their markets as re- 
gards price, quality, design, style, colour, preparation, and service or, in 
other words, if they are attractive to the public. The manufacturing de- 
partment, on the other hand, will reap the best result from its efforts if it 
is allowed to produce the goods and the quantities of them which the 
factory is equipped to make. Effective management must concern itself with 
the things the consumer wants and at the same time try to comply with 
the requirements of the factory. 

The problem of co-ordination between distribution and production 
arises when consumer demand does not agree with what the plant is pre- 
pared to make. Complete harmony practically never exists because consumer 
demand changes whilst factory equipments with the exception of current 
improvements only change as a result of impulses from outside. In other 
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words, distribution, under the influence of changing consumer demand, is 
dynamic, whilst production, in consequence of the capital expended in pre- 
paration work and in equipment, is static. Neither of the two functions 
may be allowed to predominate. If the distribution side gets all it wants 
the production equipment is likely not to be utilized sufficiently for a good 
result and, generally speaking, the production tends to become too ex- 
pensive. On the other hand, if the production side predominates, the dis- 
tribution task will be difficult or impossible to perform with an acceptable 
result, because the consumer demand is likely not to be satisfied. The two 
sides must be co-ordinated. 

It goes without saying that it is difficult to present in a few minutes a 
fairly comprehensive view on how to solve this complicated series of 
problems, and let me confess that I am conversant with no more than part 
of them. What I propose to do is to try to give you my modest view on 
some of the problems, the practical solving of which forms part of my 
everyday task. Before proceeding, however, I should like to mention that I 
belong to the telephone industry, which is an industry using a number of 
different pieces in its manufacture up to 40,000 or even 80,000, depending 
upon the grade of standardization and the scope of production. You will 
understand from this fact that some of the problems will appear different 
than they do in the case of pure mass production of a relatively limited 
number of standardized articles, even though the fundamental principles for 
solving them are about the same in both cases. 

I mentioned before that the co-ordination of production and distribution 
is synonymous with planning in a broad sense—planning of both activities 
in relation to each other. Planning is impossible without knowledge of 
the factors which influence the activities to be planned and without fixing 
an end to be attained. The latter is easy to define in this case, because the 
result of all business must be a fair profit, without which no business can 
progress or even be kept alive. The result of the influence of all factors 
must be a profit, which is both the first item and the end in all business 
planning. : 

Knowledge of the factors which influence business and of how they in- 
fluence it can and must be obtained from several sources. 

Analysis of past experience tells us how things were, how they are, 
and how they would become if all the influencing factors remained un- 
changed. But conditions, especially those relating to markets, are always 
changing, and these changes and their influence can only be ascertained 
through studies and analysis. But experience and studies alone are not 
sufficient for planning. They must be combined with research, with the 
object of discovering new and better methods and products, in other words, 
with the object of development. 

The first instrument of industrial planning is a sales forecast based 
upon knowledge of all the factors which influence or can be brought to 
influence sales. I say the first instrument because both the production 
schedule and the sales plans must be based upon the sales forecast, which in 
its turn has taken into account consumer demand as the most important 
factor and also the factory's ability to correspond to it. It is of course 
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practical that the sales department and the manufacturing department co- 
operate in elaborating the sales forecast in such a way that the sales de- 
partment states its requirements and the manufacturing department its possi- 
bilities to meet them and in addition its own requirements. And so on. 

When the sales forecast has been approved the production schedule can 
be fixed in detail as far as standard mass production goods are concerned, 
and the necessary additional equipment and labour can be reserved for the 
other manufacturing activities. 

The sales forecast and the production schedule converted into money 
are the determining factors for the elaboration of the departmental and the 
company budgets, which are the compasses for the coming period. There 
should at all moments exist a detailed budget for at least so long a period as 
is needed for preparation of production and for production proper of the 
goods. I mention this because I have often seen that budgets are made only 
once a year, in December, for the coming financail year. Such budgeting 
has, of course, very little value for planning purposes. 

The budget, both in money and translated into activities, represents 
the general management's will and is to be regarded as an order, the per- 
formance of which will be strictly controlled. If everyone does his part, 
the profit budgeted for will result; if performance does not bring about the 
budgeted figures, investigation must be made and new measures to get the 
desired profit must be applied. 

Thus the budget and the budgetary control are important—if not the 
most important—means for co-ordinating effort. 

I wish to mention here that there are two kinds of sales forecasts to 
be made—the one a short term forecast, the equivalent production side of 
which is the production schedule, and the other a long term forecast, which 
is used for the planning of factory equipment and as a guide for industrial 
research and development. The latter forecast can, of course, not be so 
detailed and so exact as the first one, but its importance is at least as great. 

In this connection I should like to emphasize the importance of 
planning factory equipment, including tools, for a determined consumer 
demand and for a determined duration of it. Consumer demand for a spe- 
cific article is not eternal, but the corresponding factory equipment often 
seems to have been planned for eternal use. This is waste of capital and 
not good management. 

The delegation of responsibilities in connection with the elaboration of 
budgets and with their fulfillment is a matter of great importance. Thus 
the sales department must feel and really be held responsible for the ful- 
fillment of the sales forecast and the budget figures based upon it. The 
manufacturing department on its side must be held responsible for fulfill- 
ment of the production schedule and the budget figures based upon it. 

Book-keeping and other means of budgetary control should be organ- 
ized not only to give direct control but also to give useful indications of 
measures to be taken. In other words, the budgetary control must teil 
us not only that things are going well or badly and to what extent, but also 
where and as far as possible why. The value of an intelligent use of 
graphics for these purposes can hardly be overestimated. 
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Every activity in industry is induced by public demand, the manifesta- 
tion of which is the order. The demand and the order must be anticipated 
by the manufacturer. The anticipated order is used for budgeting pur- 
poses including elaboration of the production schedule and the sales plans. 
Orders received, if anticipated, confirm the forecast and there is nothing 
more to be said about them in this connection. Those orders which have 
not been anticipated cause revision of the production schedule or the sales 
plan, but their effect on profits is, as a rule, a favourable one. On the 
other hand, if anticipated orders are not subsequently covered by actual 


orders, idle plant or increased stock are the consequences. 


A thorough and rapid revision of the production schedute or the sales 
plan or both must then be made. This case is a grave one, because it means 


that the budget is too optimistic and that the anticipated profit is in danger 


Thus, the actual orders as compared with the anticipated orders are 
the first test of how the budget corresponds with reality or, in other words, 


the first budgetary control. 


When speaking about orders it must be borne in mind that the sig- 
nificance of them is not the same from the distribution point of view as 
from the production point of view. In distribution the orders represent 
so and so many pieces worth so and so much money, but in production they 
signify so and so much material and so and so big a part of the equipment 
capacity. A conversion between both is made when budgeting. But the 
sales department must continually know with relative exactitude and in 
easy fashion the extent to which the producing capacities of the different 
plant units are being utilized, how prospective orders will charge the dif- 
ferent plant units and what times of delivery can be promised for different 
kinds of goods. The main instruments for this are periodical reports from 
the manufacturing department, preferably expressed in cost figures, a table 
showing the normal time for production of different kinds of goods and 
another table showing in percentage how each kind of goods charges the 
different plant units. These instruments help the sales department by in- 
dicating at an early stage where there is lack of harmony between market 
and production facilities and to adapt its activities to the actual situation 

Production is no self-sufficient activity. Goods are made to be sold, 
and production must therefore keep pace with the wishes of the consumer 
with reference to design, quality and utility. This means research and de- 
velopment. As mentioned before, production has a natural inclination to 
resist change, whereas distribution is more disposed to follow the wishes of 
the consumer. The initiative in the modification of an article under produc- 
tion or in taking up the production of a new article or of a new line of 
articles in most cases comes from the distribution side as a result of its 
contact with the market. But it may also come from the production side as 
a result of pure research. In both cases intimate collaboration between pro- 
duction and distribution is essential for continued development. 


Different industries need different methods, but a short description of 
our method might be of interest. In the telephone industry technical re- 
search and development constitute a very important item, which is as a 
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rule entrusted to a special department, called for instance the technical 
department, working directly under the general management. 

Now, when it is felt that modification of an article should be made 
or a new article or a new line should be taken up, the sales department has 
first to carry out a market study in order to ascertain how the article should 
look, how it should function, what it should cost and so on and to give its 
opinion about the market such an article would have. Then the technical 
department, in co-operation with the manufacturing department, gives its 
opinion about the possibilities and cost of designing and producing just the 
wanted article or a modification of it if deemed necessary. At this stage 


general management is in possession of all elements necessary for judging 


7) 


whether the development work should be proceeded with or not. If it is 
decided to proceed, the necessary funds are put at the disposal of the tech- 
nical department. However, even during the actual development work in- 
timate contact must be maintained between the engineering and the dis- 
tribution sides because in development it is in most cases found necessary 
to make modifications of the original plans and these modifications often 
change the value of the article to the consumer. Approval of the product 
as regards quality, design, style, colour, preparation, and service, or in 
other words, of the relation of the product to its market, must come from 
the distribution side. But this is only one of the conditions that must be 
satished before a product can be offered for sale. 

A summary of the main conditions would be as follows: 

A technical description approved by the sales department is the basis 
for the manufacture of a small number of the article for testing and for 
costing purposes. After completion of the tests, which in some cases in- 
clude trial sales and tests by the consumers, with modification of the design 
accordingly and also to conform to the wishes of the manufacturing depart- 
ment, a new technical description can be issued. This description, the cal- 
culated cost and the anticipated turnover comprise the elements necessary 
for the planning of the tools. At the same time catalogue description and 
preliminary sales instructions are made and a provisional price is fixed by 
the sales department. Now a new trial manufacture and a trial sales cam- 
paign are possible. Following the experience thus obtained the new article 
may be given its definite shape and the definite catalogue description, 
definite sales instruction, sales plans, definite propaganda material and so 
on may be elaborated. The article is ready for sale. This summary gives a 
picture of the importance of co-ordination of effort in research and develop- 
ment and is also intended to provide in brief an example of how co- 
ordination can be effected. 

Co-ordination of human efforts can never be successful without taking 
into account the psychological aspect. The individuals who are expected to 
collaborate must have a driving force to do so. Authority and discipline, 
loyalty and common sense are good driving forces, but in my opinion there 
exists no better driving force than the personal economical advantage. A 
manager if he were able to elaborate plans which would make it possible 
to pay every man in accordance with his value to the enterprise would auto- 
matically come a good bit on the way towards a perfect co-ordination of 
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all efforts. This manager does not exist and never will exist, but he is a 
good ideal. It is not enough to say that a good man sooner or later gets his 
chance, because the average man does not see this remote chance while 
an immediate remuneration is very concrete and stimulating to him. 

I am not intending to describe any of the thousand and one systems of 
remuneration. The purpose of each of them is or should be to link as closely 
as possible the economic interest of the employee with that of the employer. 

While speaking of psychology, I should like to mention something 
about the very peculiar way in which many industrialists are accustomed to 
counteract their own co-ordination efforts. They are in the habit of spend- 
ing much money on sales activities and of giving every kind of financial 
facility to their clients in good times. In bad times their custom is to be 
very careful, as they call it, in spending money and in allowing credit fa- 
cilities. Tne result of this policy is that the variation in the production of 
their own factory becomes more than proportional to the variation in 
business as a whole. 

This aggravation of the waves of business activity is, of course, very 
detrimental to profits. The policy mentioned, however, has one advantage: 
It makes it easier for other industrialists, following the reverse policy, to 
get their production variations smaller in proportion to the average ampli- 
tudes of business activity. 

There is one more problem, which deserves at least some mention: 
What are the organs of co-ordination between production and distribution? 
The determining organ is, of course, general management, and in most enter- 
prises it gets the necessary information for decision direct through reports 
and interviews or through conferences between the interested parties, ar- 
ranged when deemed necessary. In large enterprises one or more per- 
manent co-ordinating committees may be found advisable. 

This is a short summary of some of the problems, which concern the 
co-ordination of production and distribution. 

A synthesis of what has been said is to be found in the Swedish proverb, 
a translation of which would be: ‘First think, then act.’ In itself it con- 
stitutes a good motto for all co-ordination and planning activities. 


300 
















































New Membe rs 
Montreal Chapter. 


: P. H. Huot, C.A., Provincial Electricity Board. 
W.H. Tripp, Cons. Paper Corp. Ltd. 


Toronto Chapter. 
W. M. Langmuir, The M. Langmuir Mfg. Co. Ltd. 
C. Tew, C.A., Canadian Oil Companies Ltd. 
C. B. Taylor, C. B. Taylor & Co. 
C. B. Watt, Bradshaw's Ltd. 
J. N. Lewis. 
H. J. Rooney, Grinnell Co. of Canada Ltd. 
W.H. Huels, Brown’s Bread Ltd. 
J. Kennedy, Rolph-Clark-Stone Ltd. 
V. N. Carroll, Charters Publishing Co. Ltd., Brampton. 
M. B. Davidson, C.A., Benson, Goord & Davidson. 
C. Tress, Barber-Ellis of Canada, Ltd. 
R. D. Deacon, Chas. Bush Limited. 


Hamilton Chapter. 
E. W. White, Wright-Pounder & Co. 
C. S. Glassco, Appleford Paper Products Ltd. 
C. W. Charde, Stanley Works of Canada Ltd. 
H. W. Thompson, Gypsum Lime & Alabastine Co. Ltd., Paris. 
E. C. Gallagher, Sawyer-Massey & Co. Ltd. 
J. M. Buchanan, Watson Mfg. Co. Ltd., Brantford. 
R. Templeman, Barber-Ellis of Canada Ltd., Brantford. 
W. Rolland, Waterous Ltd., Brantford. 
M. R. Echlin, International Harvester Co. Ltd. 
W. Baillie, American Can Co. Ltd. 
F. Wilkinson, Scythes & Co., Ltd. 
A. E. Glaser, Crown Cork & Seal Co., Ltd. 


Niagara Chapter. 
J. S. Hall, Empire Cotton Mills Ltd., Welland. 


Kitchener Chapter. 
C. M. Doerr, C. H. Doerr & Co. Ltd. 


London Chapter. 
W. Astle, Firestone Cotton Co. Ltd., Woodstock. 
G. W. Foote, Foote & Rafuse, London. 


Windsor Chapter. 


R. E. Dixon, Munroe Calculator Co. Ltd. 
F. C. Pearce, General Motors of Canada Ltd. 
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SITUATIONS WANTED 


Young man, graduate in Commerce of McGill University, with experience in Audit- 
ing, General and Cost Accounting, seeks change where ability will be rewarded. Quite 
capable of taking charge. Position must be permanent and with scope for advancement. 
Apply Box 43, ‘‘Cost and Management’ 





Young man with several years’ experience in Cost Accounting in Metal Stamping 
and Foundry work, seeks position. Would go anywhere for good position, and would 
accept moderate salary to commence. Apply Box 45, ‘Cost and Management”’ 





Young man, single, with many years’ experience in Banking and Accounting. 
Graduate in Cost Accounting, and with experience as Office Manager, seeks change in 
position. Fully capable of taking charge, and remuneration asked only moderate for 
good start. Well recommended and is earnestly seeking a real opportunity to display 
knowledge and ability. Apply Box 45, ‘Cost and Management’. 





Thoroughly experienced Cost and Industrial Accountant desires permanent  posi- 
tion. Experienced in installing cost systems and fully capable of taking charge. 
Only moderate salary asked, and distance no object. Apply Box 43, ‘Cost and 
Management” 





Accountant, young, single, with ten years’ accounting and banking experience, 
needs position. Anywhere. Apply Box 44, ‘‘Cost and Management’. 





Young man, at present engaged, desires position of Cost Accountant in Toronto 
or vicinity, with opportunities for advancement. Has had several years’ practical 
experience as Cost Accountant, is well qualified and is at present studying for 
second year Society examinations. Apply Box 26, “‘Cost and Management’’. 





Will install and operate cost system permitting cost and inventory control, 
monthly profit and loss statements for group of smaller industries in Western 
Ontario, or if for one company fill position of accountaint, comptroller, internal 
auditor or treasurer. Apply Box 46, ‘‘Cost and Management’’. 





Young man, at present employed, desires change in position in Montreal, or 
vicinity. Hoids Montreal Board of Trade Diploma, and is completing Society examina- 
tions. Three years’ ee experience and has excellent references. Apply Box 47, 
“Cost and Management”’ 





A thoroughly experienced Cost and Industrial Accountant desires position with 


sound company. Well versed in cost and production work and all phases of 
accounting. Experienced also in Office Management, Purchasing, etc. Particularly 
well versed in the Canning and Food _ Industry. Apply Box 48, ‘‘Cost and 


Management”’ 





Young man, age 25, married, thoroughly experienced in Accounting and Cost Ac 
counting, seeks permanent position with good company. Excellent references. If you 
desire a real good man, here he is. Apply Box 49, “‘Cost and Management’’ 





Cost Accountant, at present resident in Toronto, seeks position with progressive 
company. Particularly well versed in the Printing Industry, but has sound knowledge 
of Cost Accounting and is at liberty to go anywhere for good position. Apply Box 50 

‘Cost and Management”’ 





Young man, at present engaged, seeks change to sound progressive company. Has 
had experience as Chief Accountant, Cost Accountant, Public Auditing, Payroll work 
etc. Thoroughly practical and experienced. At present working in Ontario, but distance 
no object tor good position. Box 51, ‘‘Cost and Management’’ 











The Sales Manager and the 
Cost Department 


By 
J. HOPE 


Sales Manager, British, Jeffrey-Diamond, Ltd., Wakefield. 
A Paper given before the Leeds and District Branch of the 
Institute of Cost and Works Accountants in March, 1939. 
(Reprinted by kind permission of The Cost Accountant). 

When the Company with which I am connected first introduced the 
present cost system, there was a feeling amongst those who had worked 
under the old regime that both the Cost Department itself and the people 
who were to run it under the new system would be in every way a perfect 
nuisance. At the inception of this new system I found the cost people 
came along and asked what at that time seemed to me to be the most 
ridiculous questions, relative to an aspect of the business which I failed to 
see concerned them in any way. Not only I, but other Managers, visual- 
ized the work of that Department as beginning and ending with a collec- 
tion of figures obtained from where I knew not, nor cared less, which would 
eventually say that such a machine or component had cost so much. If 
the selling price was too low in relation to the cost given, then obviously 
the cost figures must be wrong, and, generally, we favoured the founding 
of a Society for the abolition of Cost Accountants. 

From my experience I would rather assume that the training of a Cost 
Accountant should, or even must, begin with a psychological training, to 
absorb such scathing criticism calmly. In my own case, and this is not a 
new admission, ti took some time before I began to see the value of this 
new admission, it took some time before I began to see the value of this 
business in similar circumstances must of necessity be in a similar position. 
It is not human nature to accept wholesale changes without question, but 
I can say to you gentlemen to-night that the system of cost accounting 
which we now have has proved to me in actual practice the tremendous 
value of costing to any firm. 

The sales force is concerned essentially with the distribution of the 
Company's products, at prices which afford sound value to the customer 
and net profit to the manufacturer, always bearing in mind the necessity 
for satisfied customer retention. Remember always that your costing ac- 
tivities must necessarily be based on and comprise concrete facts. Selling, 
however, includes both facts and that very elastic element—policy. 

In the case of new equipment—and I am basing my remarks on ex- 
perience with a Company of which a large proportion of the sales are in 
replacement parts—the selling price may depend on either :— 

(a) The value of the equipment to the customer, if the product 
is in the nature of a monopoly; 
(b) The competitive selling prices of similar equipment; 


(c) Cost of manufacture. 
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Unfortunately, it is not the happy lot of many of us to be engaged 
in selling products which are in the nature of a monopoly, on which a 
higher selling price can be fixed than the cost of manufacture would indi- 
cate necessary in order to give a reasonable return, by virtue of the fact 
that the product may have a value to the customer far in excess of a selling 
price based on actual manufacturing costs. In a competitive market, how- 
ever, we are bound on one side by competitive prices—quality for quality, 
of course, and always assuming that the competitive equipment will do 
the particular job for which it is required equally satisfactorily—and by 
manufacturing and distributing costs on the other. The constant reminder 
and accurate knowledge of costs, when selling in a highly competitive 
market, sometimes appears somewhat of a nuisance, I can assure you, but 
regarded in what I am bound to admit is the correct light, it is impossible 


successfully to control and direct sales without them. 


Only with an accurate knowledge of cost, indicating exactly what is 
involved, is it possible to decide, from a policy aspect, how, when, and to 
what extent agreed selling prices can be specially reduced to obtain business 
Even though exact cost figures are available, it cannot be taken as an in- 
violable law that they necessarily dictate even minimum selling prices. A 
point of importance, however, is that the Sales Manager is able to consider 
the desirability of any price adjustments with a true and accurate know- 
ledge of what is involved, and to decided to what extent any selling price 
may be reduced as a regular thing, or in an isolated instance, to meet 
competition. Without such knowledge, I do not see how there can be any 


true decision of policy in this connection. 


From the sales viewpoint, there is always a demand to increase the 


range of products on which a factory is engaged, as affording a means of 


increased sales. In practice, however, increased volume of business does 
not necessarily mean increased profit, a fact with which I am sure you are 
well acquainted. From the salesman’s angle, however, he sees an opportunity 
of increasing his turnover if only his firm would manufacture a wider range 
of products, probably only supplementary equipment to the main products, 
as, for example, protective switchgear to work with electrically driven 
equipment. At the same time, however, due regard must be given to the 
fact that possibly certain other firms are already specializing in the manu- 
facture of this particular auxiliary equipment, and there then enters into 
the sales problem the necessity for making a decision which can be in- 
fluenced to two ways :— 

(a) The fact of making and selling this different type of equip- 
ment will mean a still closer sales contact with customers, and possibly 
a greater confidence on the part of customers that the supplier is able 
to provide a whole layout and be solely responsible therefor. 

(b) Possibly attaining the results as above outlined, but at the 
expense of a loss by reason of the manufacturing cost of the auxiliary 
equipment, which would have to be sold in competition with firms wh¢ 
specialize on such manufacture. This question invariably arises during 


slack periods. 
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Knowledge of the cost, or even estimated cost, of any new equipment 
is a sure guide to the development of additional lines of manufacture, and 
prevents the mistaken policy of accepting orders for either new type equip- 
ment or special equipment, if the factory does not have the necessary 
facilities to manufacture at a cost which will enable such equipment to be 
sold at competitive prices and yet show a net profit. One of the first re- 
actions during a slack period is that to take business in regular lines at 
low prices, or to take on special work, is one means of assisting overhead 
charges. But from my own experience I ask how can this be decided with- 
out accurate figures and knowledge from the Cost Department of what 
these overhead charges are in relation to sales, and in relation to varying 
levels of sales totals. 

From what I have already said, you will appreciate that accurate cost 
information, in addition to the accumulated knowledge of the market, places 
the Sales Manager immediately in possession of vital information. Profit 
can only be the difference between total cost and selling price. If con- 
ditions are such that the selling price cannot be increased, then the profit 
can only be enhanced by the reduction of the manufacturing cost, made up 
of labour, material and works charges, and of distributing costs. So far 
as distributing costs are concerned, and again I am dealing with this from 
the point of view of Engineering sales, one must have regard to the fact 
that there is a limit both minimum and maximum on average sales in order 
to obtain the best results. By this I mean that to cut down the selling 
force or advertising and selling costs too far would possibly mean a loss 
of sales to an extent which would put up the actual selling cost percentage. 
On the other hand, with the market which may be available, extra money 
can be spent either on increased sales force or advertising costs, which would 
not result in proportionately increased sales. Again I would stress in this 
connection that I am considering and dealing with my own particular firm, 
in which we have a limited maximum possible number of potential cus- 
tomers. 

Without properly compiled figures, which can only be obtained from 
the detailed information regularly being collated by the Cost Department, 
it is difficult to obtain any comparison year by year on this aspect, and 
much more difficult to make a decision. Comparative selling costs between 
areas, and indication as to the relative selling efficiency of each area year 
by year, are essential to the Sales Manager in the proper direction of the 
sales force, and this constant allocation of every item of expenditure by the 
Cost Department facilitates the ready provision of this information. 

I myself am only very much in the student stage so far as concerns 
the technique of cost accounting and the development of a budget. It is 
not for me to discuss the pros and cons, the general desirability or other- 
wise of attempting to work more or less rigorously to a budget. Possibly 
in a factory with one or two staple products, selling in large quantities to an 
extensive potential market, it may be possible rigorously to adhere to such 
a budget in the matter, say, of a minimum volume of sales. It may be 
possible to persuade a number of individuals to purchase an article at, say, 
2s. 6d. or 5s., even though they may not be in immediate need of the 
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article. On the other hand, to take, say, £500 or £1,000 from a customer, 
however badly he may need the equipment in question, is rather a different 
matter, and in a business of this type it is very difficult to forecast at the 
beginning of the financial year and say to the Cost Accountant that during 
the period we shall make a certain volume of sales. At the same time, 
however, it is always possible, given normal trading conditions, to have an 
approximate figure in mind, which can then be reduced to say average 
monthly sales. The collation of cost and expense information gives an 
approximate idea—almost, I find in practice, an accurate idea—of the per- 
centage of cost to be apportioned to selling and administration. Whilst 
I personally have said that it is impossible to give any idea of future sales, 
I have found myself—perhaps being tainted through connection with some 
of your members—beginning to feel that it is possible to prophesy reason- 
ably well even on this vague figure. This, however, is not so much the 
assistance from the Cost Accountant to the Sales Manager, but rather an 
idea of what can be achieved by collaboration. 

Just as any whole is made up of a number of smaller parts, so can 
a business, usually regarded on the year’s working, be split up into twelve 
smaller parts and each month’s activities be regarded as units. By so doing 
I find in practice that this has the effect of providing accurate up-to-date 
information. Having in mind what I said earlier as to the basis on which 
selling prices can be fixed, provided the Sales Manager is working in a 
competitive market, so long as a minimum percentage of profit is fixed then 
he need only be worried about such articles—either complete equipment, 
replacement parts, or repairs—which are sold at prices too near produc- 
tion costs to afford the agreed minimum percentage of profit. Thus in- 
formation on these lines, provided month by month as orders are costed, 
enables immediate steps to be taken either in adjustment of selling prices 
or in investigation into the factory to prevent a recurrence. 

Invariably a decision has quickly to be made—as to the level of selling 
prices as and when they are affected by wage increases, for example. An 
accurate knowledge of the composition of the sales pound at once enables 
calculation to be made as to the effect of such labour increases on the total 
cost, and therefore on selling price, if the same relation between total cost 
and selling price is to be maintained. The same remark applies in the 
case of material variations. 

I have not mentioned, incidentally, the value to the Sales Manager of 
standard costs. I am sure, however, without my stressing it you will ap- 
preciate how impossible it is constantly to vary the selling price of the same 
article. 

For example, if a replacement part is manufactured at a certain cost 
and sold this week, say, for £7 10s., the next batch is manufactured next 
month and the cost on the same basis indicates a selling price of, say, £8, 
and the following batch at possibly a selling price of £7, it is necessary 
to maintain the same selling price to the customer, unless, of course, there 
are some major alterations in the component or in the price of material 
or in wages. I am personally thankful that this point is taken care of in 
the Cost Department in some abstruse manner which I have heard referred 
to as Cost Variation Account. 
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Incidentally, I have ignored here any question of Standard Piecework 
Rates, or the fact that any particular batch of similar parts should (I say 
should) cost the same, but rather have I kept to what frequently happens in 
actual practice. 

When a customer sends into the works either a complete machine or 
a portion thereof for repairs, it is inevitable that, at any rate, an idea of 
the possible cost of repair will be requested. In many cases, of course, the 
Sales Manager is able to persuade a customer to allow the work to proceed, 
either on the basis of an approximate cost, which is very unsatisfactory if 
this is pure guesswork, or for the price to be fixed after repair costs have 
been ascertained. It is much more satisfactory, ‘however, to give a definite 
figure, based on a works indication of time required and material required, 
which can then be accurately construed into a figure of works cost, which 
makes it thereby possible immediately to fix a selling price. Experience 
of actual work in this connection, i.e., when actual costs have been ascer- 
tained, immediately provides a check. In the business with which I am 
connected we have been able to develop a very desirable volume of sales on 
repair work of this description, on which a firm quotation can be given 
after equipment has been examined, and month by month we have a check 
as to the results being obtained, i.e., the ever important factor of the dif- 
ference between cost and selling price. Not only in the matter of repairs 
does this ability to give a definite figure create confidence in the mind of 
a customer, but the fact that the Sales Manager himself is so confident of 
cost figures enables him to create a confidence with customers. In a com- 
petitive market there is always the majority of buyers whose first response 
to any tender is that they can buy the particular equipment or component 
so much cheaper. The Sales Manager’s outlook is that any fool can sell 
the best equipment at the lowest price. Every competitor cannot have the 
best equipment, and frequently were it not for the cold water of facts pro- 
duced by the Cost Department, selling would be very much easier, as one 
would not have the same compunction in wanting to reduce selling prices. 
To be able, however, as I personally have been on many occasions, to prove 
to a customer that the article being offered is value for the money, that in 
that article alone the material value is so much, by being able to quote the 
weight of the material, the quality of the material and, therefore, the mar- 
ket value of that material, the fact that one is able to say immediately to 
the customer that so many hours are required for various operations, at 
once gives the customer a feeling of confidence. In competitive selling one 
has to create first of all in the mind of the customer an intense desire to 
possess the article being sold in preference to other equipment. Facts have 
to be presented giving reasons why that particular piece of equipment 
should be purchased, and it is surprising when one invariably meets the 
Price question—and I am dealing now with selling of competitive equip- 
ment not at the lowest price—how the fact that the Sales force can point 
to accurate cost records and systems will indicate to the customer that the 
price asked is reasonable. 

My remarks this evening may appear, as most possibly they will, to be 
somewhat disjointed. I have attempted, however, to give you the value 
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of the cost accounting system and the Cost Department as I have experience 
thereof and have utilized it in actual practice, and must admit that I no 
longer wish, as I did some years ago, to subscribe to any Society for the 
abolition of Cost Accountants. 





Annual Report to Employees 


By 
L. W. BENNETT. 


A few big Companies are now placing Company facts and figures be- 
fore their employees. If more would do this there would be a greater 
appreciation of the rights of Shareholders, Bondholders and investors in 


general. 


The employee will have greater pride in his job when he realizes the 
amount of money invested to make his job possible. The annual Report as 
given to Shareholders is of no value for this purpose; but it can be used 
as the base from which the employees’ statement is prepared. 


There are many ways in which the information can be presented and 
will depend in part upon the business in question. The Balance Sheet, 
however, can always be used and on the Asset side should be a separate 
column showing the amount of each item and total which is invested in 
each employee's job. The Balance Sheet should, however, be written in 
a language which the employee can understand. That is, do not say 
“Accounts Receivable’, but say “Owing Us For Goods Shipped”. A state- 
ment showing how each Dollar of Income was distributed is also of value 
and in many cases will surprise the Executive as well as the employees. 


One United States Company—The Container Corporation—recently gave 

a 32-page booklet to every employee. There was a chart that classified the 
time of the average week. This showed that in a week the company 
worked :— 

Two days to pay for raw materials. 

One day for expenses. 

One day for wages. 

Half day for selling and management. 

Quarter day for depreciation. 

One and a quarter days for taxation. 

One hour and forty minutes for dividends. 


The Consolidated Paper Corporation Limited sent a report this year 
to each of their 3,860 employees, showing that it required a total of 
$22,851.00 to provide a job for each employee. Information such as this 
gives the employees an appreciation of the problems of Management and 
of the rights of Shareholders. 
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Loose Leaf Forms 
Binders 


Trays, and Visible Index Sys- 
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Lithographed Letterheads, In- 
voices, Statements, Drafts, 
Cheques, etc. 

Continuous Typewriter Forms 
in all styles with carbon inter- 
leaved when desired, and vari- 
ous devices for use with them. 
Autographic Registers, desk or 
portable types, with forms to 
suit your requirements. 


Shipping and Factory Tags. 
Handisets for all purposes. 


Business Systems Limited 
Manufacturers of Business Forms in 
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Cost Accountants 


Now is the time to com- 
mence preparations for the 
Canadian Society of Cost 
Accountants’ examinations. 
The Shaw Correspondence 
course meets the require- 
ments for these examinations 
and a post card will obtain 
full information quickly. 


PREPARE NOW. 
DO NOT DELAY. 


SHAW SCHOOLS LIMITED 
Bay and Charles Streets 
Toronto 
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Burroughs 


CAN HELP YOU SERVE 
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Burroughs offers such a comprehensive line of Adding, Billing, 
Calculating and Accounting machines—in so many styles and 
sizes — that the accountant can select exactly the right machines 
to meet any accounting or figuring requirement. Burroughs 
machines also provide the latest developments in speed, simplicity 
and ease of operation. 


In carrying out their ideas, accountants find it advantageous to 
familiarize themselves with the remarkable results obtained from 
Burroughs machines. 


Business men in all lines appreciate being informed as to what 
these machines can do and as to the economies they represent. 


The local Burroughs office will be glad to co-operate with you 
. to show you any Burroughs machine and to demonstrate its 
application to any type of accounting work. 


OF CANADA, LTD. 
WINDSOR ONT. 
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